No. 18634 
IN THE 


United States Court of Appeals 


POR THE eNINTH CIRCUIT 


Lear SIEGLER, INC., a corporation, 
Appellant, 
OS. 
Joun S. ADKINS, 
Appellee. 


——$——$—— 


APPELLANT’S REPLY BRIEF. 


—— 


>? PIG ED 


CurisTiz, PARKER & Hate, OCT 21 1963. 
By C. RusseLi Hatz, eT 2 
EpwWIn L. Hartz, FRANK H. SLAMID, CLERK 
595 East Colorado Boulevard, NK MSC, Cun 


Pasadena, California, 
Attorneys for Appellant. 


Parker & Son, Inc., Law Printers, Los Angeles. Phone MA. 6-9171. 


TOPICAL INDEX 


Page 
I. 

Sitdmaty O1 appellees arguinentts ..............--.-.-.-.----- 1 
II. 


The proceedings in this appeal must be based upon 
the record which was before the district court .... 


ii. 


This court has appellate jurisdiction under 28 U.S.C. 
Zones wellas ander 28 U.S.C. 1651 .......... 


ie 
The present cause of action arises under the patent 
laws and the district court has exclusive jurisdic- 
tion over patent cases to the exclusion of state 
LOSS aS So eee 


Appellant is not estopped to contest the validity of 
‘UIN@. ORINELINE Sscorec ones cece ae eee en 


VI. 
Any incidental jurisdiction which the state court 
has over the issues concerning the patent in suit 


is secondary to the original and exclusive juris- 
Beno Mie GISEICt COUP 2.-22.ceccce-cereecceeeeeeteceece 


“CUEING OR 9 ako ene 


Z 


let 


il. 


TABLE OF AUTHORITIES G1 RED 


Cases Page 
Atlas Imperial Diesel Engine Co. v. Lanova Corp., 
79 F. Supp. 1002 2 is 
Bituminous Products Co. v. Headley Good Roads 
Co., 2 F.2d 83 2:22 14 
Bowers Manufacturing Co., Inc. v. All-Steel Equip- 
ment, Inés 275 1 Zag coe, 15, 16, 17, nese 
Chance v. Lehigh Navigation Coal Company, 25 F. 
Supp; 532 22. 14 
Chicago Metallic Mfg. Co. v. Edward Katzinger 
Co.,, 123 KF, 2d $18 22... val 


Davis v. Buck-Jackson Corporation, 230 F. 2d 655 .. 14 
DeCew v. Union Bag & Paper Corp., 57 supe 


988 cee ea ete ee 14 
Del Riccio v. Photochart, 124 Cal. App. 2d 30] 3a 17 
Eskimo Pie Corporation v. National Ice Cream Co., 

20. F.. 2d 1003 24.542 eee 14 
Frost Ry. Supply Co. v. T. H. Symington G@asem 

24. B. Supp. 20 2... 14 
Gottesman v. General Motors Corporation, 268 F. 2d 

194 | suns, oe ee y 
H. J. Hemnz Co. v. Oweis, 189 F. 2d 505 2a 23 


H. J. Heinz Co. v. Superior Court, 42 Cal, 2d V6aae 
H. Tibbe & Son Manufacturing Co. v. Heineken, 


37 Fi O86: cn: ike eee ee 14 
Heddendorf, In re, 203 F. 2d 837 Wy 
Henry Pratt v. Paris Gaslight & Coke Company, 168 

U. Si:4 56 ice 9 
Howe v. Atwood, 4/7 F. Supp. 979 ....... 14 


International Burr Corp. v. Wood Grinding Serv- 
ice, 34 F, 2d 905 2.33 2 14 


iii. 


Page 
i@anouse v. Martin, 56 U.S. 198 -..c.c.cccs es. 
Lionel Corporation et al. v. De Filippis, et al., 11 F. 

SADC GD!, FLA oe ale ee ee 20 
Wer memeralo vy. tert, 20008 876 .222ct. eee eects: 20 
Lyons v. Westinghouse Electric Corporation, 222 F. 

Bese a a en fea Sesadss Ses eenecaaiesns Soe Oe a 
Mach-Tronics, Incorporated v. The Honorable Al- 

fomsemieeZirpoh, slo FL. 2d 820 .........: py Oe 25. 20 
Measurements Corp. v. Ferris Instrument Corp., 

bse ices el ease ee cee s en ccxssivdiaiacd asinine 14 
Miehle Printing Press & Mfg. Co. v. Publication 

Wonporanion., VOG0K. 2d 61S 2... 1213.14 
Milbert v. Bison Laboratories, 260 F. 2d 431 ............ Z 
Panaview Door & Window Co. v. Reynolds Metals 

Wonnponyeec toe 2dbO20) 8 cece ioisiade cette ccce ascend 3 
Pop pemaneelat ke S37 S72 ooieccscccceestenscccenenns 6, 10 
Rogers v. Hensley, 194 Cal. App. 2d 486 —....0.00000... 10 
ecm omiinnos Cal. Apo, 2d 733 2.cc:c.cccseseccs 23 


eloeres ve cup oteak Co., 130 Cal. App. 2d 620 .... 24 
epctum es onert ©. herd & Co., 189 Fed. Supp, 


a es em ee eM Lh) cee satceg ween BAe 7 
Stimpson Computing Scale v. W. F. Stimpson et 
all, LUBE LOS SG) 2a Bes Ree eee ere 13, 14 


Tate v. Baltimore & Ohio Railway Co., 229 F. 141 .. 14 


The Armstrong Company v. Shell Company of Cali- 
Hie (CAlewpp. SO .2..22c.5:.--ceeeeee 18, 19 


iiiited States vy. Adamant Co., 19/ F. 2d 1 2.2... 24 


United States v. State of Arizona et al., 214 F. 2d 
SS TEs ey Sc nc 3 


iv. 


Rules Page 
Federal Rules of Civil Procedure, Rule 75 ..........0.... 3 
Rules of the United States Court of Appeals for the 
Ninth Circuit, Rule 10 2... & 
Statutes 
15 United Siates Code, Secs, 1-5 22a 9 
28 United States Code, Sec. 1291 2. eee Ui 
28) United states) Codew sce. 1292 a Lae Zee 
26 Witted States Code) Sec 1292(h) 5, Ome 
23 United States Code, Sec. 1651 ...... ae 8, 26 
25 United States Code, Sec. 2201 — =e 9 
55 United States Code, Secs. 100-133 9 
35 United States Code, Secs.°271-392 = 9 
35 Winited’ States Code, Sec sss) ee 5, 9, 24 
Textbooks 


Restatement of the Law of Judgments, Sec. 71 5, 8, 10 


Restatement of the Law of Judgments, Sec. 71, 
COMMGME (C) paces 10 


No. 18634 
IN THE 


United States Court of Appeals 


BOx Tht NINTH CIRCUIT 


LEAR SIEGLER, INCc., a corporation, 
Appellant, 
US. 
JoHN S. ADKINS, 
Appellee. 


APPELLANT’S REPLY BRIEF. 


ip 
Summary of Appellee’s Arguments. 


Appellee’s brief asserts many factual matters con- 
cerning a state court action that are not part of the 
record in this case. 


Appellee asserts that this Court may treat appellant’s 
application as an application for a writ of mandamus 
to ascertain whether or not the District Court abused 
its discretion in granting a stay of all further pro- 
ceedings until final adjudication of an action pending 
between the same parties in the state court. However, 
Appellee asserts that this Court does not have appellate 
imisdietion under 25 U.S.C. §1292. 

Appellee also asserts that the federal court action 
does not arise under the patent laws because of a 
license agreement. 


a 


Appellee further asserts that there is concurrent ju- 
risdiction of all issues in both the federal and state 
courts and that the federal court should stay further 
proceedings pending the outcome of the state court 
action. 


These assertions will be discussed in the order set 
forth above. 


Il. 

The Proceedings in This Appeal Must Be Based 
Upon the Record Which Was Before the Dis- 
trict Court. 

The question before this Court on appeal is whether 
or not the District Court erred or abused its discretion 
in granting the stay which was entered on April 9, 
1963. 

In his statement of the state court action and in 
various arguments, Appellee has asserted many matters 
which are not part of the record which was before 
the District Court, and many of which occurred after 
April 9, 1963. If such matters are to be eonsidees 
on this appeal, it is submitted that these matters should 
be made part of the record. If this is done, the record 
will show that many of the Appellee’s assertions as to 
the proceedings before the state court are not correct. 


Appellee asserts that this Court may take judicial 
notice of the proceedings in the state court action, citing 
Kanouse v. Martin (1853), 56 U.S. 198. The Kanouse 
case involved the inspection of proceedings which 
showed the judgment of a state court to be erroneous. 
It is submitted that it is not proper to ask this Court 
to take judicial notice of proceedings in a state court 
which are continuing and becoming more and more 


— 


involved every week and in which there has been no 
trial or judgment. The proceedings that were part of 
the record before the District Court as of April 9, 
1963 are the only proceedings in the state court that 


are part of the record of this case. 


Rule 75 of the Federal Rules of Civil Procedure 
sets forth what shall comprise the record before the 
Court of Appeal. This rule went into effect in 1948, 
long after the decision in the Kanouse case in 1853, 
which is relied upon by the Appellee. In addition, the 
rules of the United States Court of Appeals for the 
Ninth Circuit provide in Rule 10 that “All appeals, 
civil and criminal, shall be heard on the original papers 
and the reporter’s transcript of evidence or proceedings, 
as designated and transmitted to this court in the 
manner provided in Rule 75(0), Federal Rules of Civil 
Procedure. Ae 

This Court has previously stated: 

“Matters which were not before the trial court 
will be stricken on motion, even if they have been 
included in the record on appeal by stipulation. 
Heath v. Helimick, 9 Cir. 173 F.2d 156.” Pamamew 
Door & Window Co. v. Reynolds Metals Company 
(Orig. 1958), 255 F.2d 920. 

Information not a part of the record should have no 
place in the briefs of either party. United States v. 
State of Arizona et al. (9th Cir. 1954), 214 F.2d 389, 


Accordingly, Appellant will not comment further 


upon such information. 
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VOR 


This Court Has Appellate Jurisdiction Under 28 
U.S.C, 1292(b) as Well as Under 28 U.S.C. 
1651. 

In its order in response to Appellant’s application 
for leave to take this appeal, this Court stated: 


“The controlling question of law, if any, is and 
must be whether the district court erred or abused 
its discretion in granting said stay through its 
said order relating to stay of all further proceed- 
ings. 

“This court is of the opinion that the application 
for leave to take an appeal from the interlocutory 
order aforesaid should be granted for the purpose 
of permitting argument before this court and re- 
view of the following questions: 


“I. Whether an order for a stay 1s the typeson 
kind of an order which could or does involve a 
controlling question of law within the meaning of 


§ 1292(b) of Title 28 U.S.C.? 


“2. Whether mm case said question Nose 
answered in the affirmative, the district court was 
in error or abused its discretion in granting the 
said order for stay? 


“3. Whether in case it be determined that this 
appeal could not properly be maintained because 
of a negative answer to the first question above 
stated, this court may nevertheless consider and 
treat the application presented to us as an applica- 
tion for writ of mandamus. Cf. Mach-Tronics, 
No. 18340 (April 1, 1963).” 
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Appellee agrees that Appellant’s application may be 
treated as an application for writ of mandamus and 
directs his arguments to whether or not the District 
Court abused its discretion. 


Appellant asserts that the order for the stay involves 
a controlling question of law within the meaning of 
Ze 9W.5/C. 1292 (b) and that the stay ordered by the 
istrict Court was in error as presented in questions 
Nos. 1 and 2 suggested for review by this Court, as 
well as constituting an abuse of discretion as presented 
in question No. 3 suggested for review by this Court. 


The complaint in the action before the District Court 
seeks a Declaratory Judgment of invalidity, unenforce- 
ability, and non-infringement of United States Letters 
Patent No. 2,919,586. [Tr. 2-9]. This sets forth a 
case arising directly under the patent laws. The Dis- 
trict Court has original jurisdiction under patent cases 
iomuiiesexclusion oi state courts. 35 U.S.C, 1338 (a). 


The state court action is based on breach of contract 
and misappropriation [Tr. 20-25]. In the state court 
action, the Court may incidentally determine some of 
the issues which are involved in the present appeal, i.e., 
validity, infringement and enforceability of the patent. 
Such an incidental determination of validity, infringe- 
ment and enforceability of the patent in question is not 
conclusive in a subsequent action brought to determine 
the matter directly. Restatement of the Law of Judg- 
ments, § 71. Lyons v. Westinghouse Electric Corpora- 
tion (2nd Cir. 1955), 222 F.2d 184. 


Moreover, a stay which is to be effective until final 
adjudication of the state court action may create a situa- 
tion in which a state court judgment may be rendered 
as to certain matters which is not in accord with a 
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subsequent judgment of the federal court which has ex- 
clusive jurisdiction over such matters. Since Congress 
has entrusted to the federal courts original and exclu- 
Sive jurisdiction over actions arising under any Act of 
Congress relating to patents, a stay of such an action 
in the federal court pending the outcome of an inci- 
dental determination of such issues in a state court is 
not proper because a conflict between the state and fed- 
eral court decisions may result. Propper v. Clark 
(1948), 337 U.S. 472. Mach-Tronics, Incorporated v. 
The Honorable Alfonso J. Zirpoli (9th Cir. 1963), 316 
F2dse20, 


Thus, the controlling question of law is whether the 
District Court erred or abused its discretion in staying 
all the further proceedings in a case arising directly 
under the patent laws pending final adjudication of a 
state court action in which some of the issues in the 
present case may be decided incidentally or collat- 
erally to the causes of action set forth im themstare 
court action. 


This controlling question of law is presented in the 
Transcript of Record [Tr. 2-25] before this Court, and 
the District Court in its order stated that: 

“The Court finds that this Order involves a 
controlling question of law as to which there is 
ground for difference of opinion and that an im- 
mediate appeal from this order may materially ad- 
vance the ultimate termination of this htigation.” 
[Tr. 88-89] 


It is submitted that the Transcript of Record and 
the order of the District Court satisfy the jurisdictional 
requirements of 28 U.S.C. 1292 (b) for an appeal to 
this Court. 


Sey e 


Appellee states that it is necessary for the District 
Court to identify the particular issue of law and ex- 
plain how its prompt resolution might shorten the liti- 
gation. The cases cited by the Appellee do not sub- 
stantiate this assertion. Jn re Heddendorf (Ast Cir. 
1959), 263 F.2d 887 is a case in which the court was 
undecided as to whether the District Court decision was 
an interlocutory decision under 28 U.S.C. 1292 or a 
final decision under 28 U.S.C. 1291, and the court de- 
cided not to permit an interlocutory appeal. In Muil- 
bert v. Bison Laboratories (3rd Cir. 1958), 260 F.2d 
431, the order of the District Court did not contain a 
statement to the effect that the order involved a con- 
trolling question of law so as to permit immediate ap- 
Beateana tm sper, hover: C. Herd & Co. (D.C. Md. 
1960), 189 Fed. Supp. 436, the District Court expressly 
refused to include such a statement in its order. In 
Gottesman v. General Motors Corporation (2nd Cir. 
1952), 268 F. 2d 194, the court held that an immedi- 
ate appeal would not materially advance termination of 
the litigation because the matter in dispute merely re- 
lated to a pre-trial ruling. 


Thus, none of the cases cited by Appellee support 
his contention that the District Court must identify the 
particular issue of law and explain how its prompt 
resolution might shorten the litigation. 


As discussed above, the Transcript of Record shows 
that there is a question of law as to whether or not it 
is proper for a District Court to stay proceedings in a 
case brought directly to determine matters over which 
it has original and exclusive jurisdiction until final ad- 
judication of a case in the state court in which such 
matters may be incidentally determined. 
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Likewise, the record shows that a prompt resolution 
of this question of law may materially advance the 
ultimate termination of this litigation. The state court 
proceedings were instituted in 1960 [Tr. 14] and have 
not gone to trial yet. Appellate proceedings may de- 
lay the final resolution of the state court proceedings 
for years [Tr. 85]. Even then, the issues over which 
the District Court has original and exclusive jurisdic- 
tion can not be resolved because any final adjudica- 
tion of such issues in the state court will not be con- 
trolling or conclusive in the present action before the 
District Court. Restatement of the Law of Judgments, 
Sec. 71. Lyons v. Westinghouse Electric Corporation 
(2nd Ciry1955 ),222 F.2d 184. 

Moreover, Appellee asserts that he will seek to en- 
force the patent in question against Appellant if his 
state court action is unsuccessful [Tr. 13]. Vhs eames 
litigation in the state court which may run for years 
in the future, Appellee asserts that he will seek to en- 
force his patent against Appellant if the state court 
action is unsuccessful. Moreover, the issues concern- 
ing the patent in suit may not be involved in any judg- 
ment which the state court may render. For example, 
the state court decision could be based upon the mis- 
appropriation issue alone without considering the pat- 
ent in suit at all. A prompt resolution of the issues 
of patent infringement, validity and enforceability will 
materially advance the ultimate termination of this con- 
troversy. 

It is submitted that all of the requirements of 28 
Ws, @) 129250s earesner 

As set forth in detail in Appellant’s Opening Brief, 
all of the requirements of 28 U.S.C. 1651 concerning 
writs of mandate are met. 
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Accordingly, it is submitted that this Court has ap- 
pellate jurisdiction under both of the above statutory 
provisions. 

IN 
The Present Cause of Action Arises Under the 
Patent Laws and the District Court Has Ex- 
clusive Jurisdiction Over Patent Cases to the 
Exclusion of State Courts. 


Appellee asserts that the present action does not arise 
under the patent laws. 


Bomwe>. ©. 1530 (a) states: 


“The district courts shall have original jurisdic- 
tion of any civil action arising under any Act of 
Congress relating to patents, copyrights and trade- 
marks. Such jurisdiction shall be exclusive of the 
courts of the states in patent and copyright cases.” 


Whether or not the present case arises under the 
patent laws depends on the nature of the cause of ac- 
tion as set forth in the pleadings. Henry Pratt v. 
Paris Gaslight & Coke Company (1897), 168 U.S. 458. 
The cause of action as set forth in Appellant’s plead- 
ings is for Declaratory Judgment of invalidity, unen- 
forceability, and non-infringement of United States 
Letters Patent No. 2,919,586 [Tr. 2-10]. These issues 
arise under and are controlled by Acts of Congress. 
Mie acts are set forth in 28 U.S.C. 1338 (a) concern- 
ing jurisdiction, 28 U.S.C. 2201 concerning declaratory 
judgments, 35 U.S.C. 100-188 concerning the validity 
of patenis, 35 U.S.C. 271-392 concerning infringement 
of patents, and in various provisions of 35 U.S.C. 
and 15 U.S.C. 1-15 concerning enforcement of patents. 


A state court may determine validity, infringement, 
and enforceability of a patent when such issues arise 
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incidentally to a cause of action in a case over which 
the state court has direct jurisdiction. Hf. J. Heme 
Co. v. Superior Court (1954), 42 Cal. 2d 164. Rogers 
v. Hensley (1961), 194 Cal. App. 2d 486. However, 
a state court holding on such issues over which the 
Federal District Court has original and exclusive juris- 
diction is not binding on the Federal District Court 
in an action brought to determine these patent issues 
directly. Restatement of the Law of Judgments, § 71. 


C9) 


Comment ‘‘c” under this Restatement section states: 


“c, State and federal courts. The rulevsiared 
in this Section is applicable where a State court 
has incidentally determined a matter which the 
federal courts alone have jurisdiction to determine 
directly. 

“Tf an action is brought in a State court on a 
promissory note, and the defendant in his answer 
alleges that the note was given for a void patent, 
the decision of the court that the patent was or 
was not void is not binding in a subsequent action 
brought in a federal court to have the patent de- 
clared void, or to enjoin an infringement of the 
patent, although the subsequent action is between 
the same parties, since the federal courts have ex- 
clusive jurisdiction to set aside a patent or to en- 
tertain a suit for its infringement.” 


To the same effect are the following cases involving 
Acts of Congress other than the patent laws in which 
Congress has given the federal courts exclusive jurisdic- 
tion: Mach-Tronics, Inc. v. The Hon. Alfonso J. Zir- 
poh, supra; Lyons v. Westinghouse Electric Corpora- 
tion, supra; and Propper v. Clark, supra. 
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Any incidental determination of the patent issues in 
the state court action would not be binding in the 
present action brought to determine the patent issues 
directly. Accordingly, it is not proper for the District 
Court to stay its proceedings until final adjudication 
of the state court action. Any such stay will delay 
the ultimate determination of whether or not Appellant 
has any liability under the patent. 


Be 
Appellant Is Not Estopped to Contest the Validity 
of the Patent. 
Appellee asserts that because of a license agreement 
between the parties there is no federal jurisdiction 
arising under the patent laws. 


The license agreement in question was executed by 
the parties in 1955 [Tr. 27-43]. The license agreement 
provided that “Lear shall have the right on 90 days’ 
prior written notice to Adkins, to terminate any one 
Omen cot tie leenses herein granted.” |Ir. 30]. The 
license agreement also provided that Lear at its option 
shall have the right forthwith to terminate the entire 
agreement in the event the U. S. Patent Office refuses 
to issue a patent on the substantial claims of the ap- 
plication of Exhibit B, which application became the 
patent which is the subject of the present suit. 


Appellant terminated the hcense agreement exactly 
in accordance with these provisions of the agreement by 
Mewiitien notice dared April 6, 1959 |Tr. 66]. Whe 
patent issued on January 5, 1960 [Tr. 59]. 


When the hcense agreement was executed by the 
parties on September 15, 1955, Exhibit B to the agree- 
ment was an application for a patent which had been 
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filed on February 15, 1954 [Tr. 28] and no claims had 
been allowed in the application at the time the agree- 
ment was executed |[Tr. 59]. Claims of a markedhy 
different type appeared in the patent in suit which is 
based upon Exhibit B to the agreement [Tr. 60-61]. 


Thus, Appellant never operated as a licensee under 
any allowed claims in the application for the patent in 
suit, Appellant never operated as a licensee under any 
of the claims in the application as originally filed be- 
cause these claims were not allowed, Appellant never 
received any benefit from the license agreement, and 
Appellant terminated the agreement in accordance with 
its express provisions approximately nine months be- 
fore the patent issued so that Appellant was never a 
licensee under the patent. Hence, there canlbemnomese 
toppel to contest the patent because of the license agree- 
ment. Likewise, the terminated license agreement can 
not affect the jurisdiction of the District Court in a 
case arising directly under the patent laws. 


By the termination, Appellant assumed a legal status 
of a former licensee, which new status removes all 
estoppel against Appellant with regard to contesting 
the validity of the patent. Accordingly, the license 
agreement has been terminated and it can have no effect 
on federal jurisdiction arising under the patent laws in 
an action to contest the patent. In other words, there 
can be no estoppel of any kind to a former licensee. 


In Miehle Printing Press & Mfg. Co. v. Publication 
Corporation (7th Cir. 1948), 166 F.2d 615, the court 
considered whether or not an exclusive licensee under 
an application for a patent was estopped to contest the 
patent when it issued after the license had been termi- 
nated. The licensor contended that the licensee used 
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the process and the teachings of the claims which were 
the subject of the license, and the licensor also con- 
tended that the licensee was estopped to contest the 
validity of the patent because of the previous license 
agreement. These are the same contentions that Appel- 


lee is making in the present action. 


In the Afiehle case, the court held that the licensee 
Was not estopped to contest the patent because there 
had been a valid cancellation of the license agreement. 
The court also held that there was no implied estoppel 
under such circumstances, stating: 

“Moreover, it has been held that an estoppel will 
not be implied or inferred but that it must clearly 


appear from the language which the parties have 
employed, loa" 2d 615, G18. 


When a licensee is given the right to terminate the 
agreement by giving notice within a specified time pe- 
riod in writing to the licensor of his indication to termi- 
nate the agreement and such notice is properly given, 
the agreement thereafter lawfully terminates. Such a 
termination leaves the licensee with the same rights a 
stranger would have to dispute the title or right of the 
former licensor. After the termination of the license, 
the parties are freed from any estoppel resting upon 
them while in their former relationship. The licensee 
may dispute the right of title to the former licensor to 
the same extent as a stranger might. Stimpson Com- 
puting Scale v. W. F. Stimpson et al. (6th Cir. 1900), 
104 F. 893. 


Be (ae 


The same rule mentioned above has been applied in 
many Circuit and District Courts, as follows: 
CIRCUM COUR G vars. 
International Burr Corp. v. Wood Grinding 
Service (2nd Cir. 1929), 34 F.2d 905; 
Measurements Corp. v. Ferris Instrument Corp. 
(SraCir, 1947 3159 2d 590: 
Tate v. Baltimore & Olio Railway Co. (4th 
Cig1915), 229 Pia 
Davis v. Buck-Jackson Corporation (4th Cir. 
1956), 230 PF 2d'655; 
HI. Tibbe & Son Manufacturing Co. v. Heineken 
GG °C Say YY. 1880) 37 FaGse, 
Stimpson Computing Scale v. W. F. Stimpson 
et al. (6th Cir. 1900), supra; 
Miehle Printing Press & Mfg. Co. v. Publication 
Corporation (7th Cir. 1948), supra. 


DIS VRIC EP COuURIve AS HS: 

Bituminous Products Co. v. Headley Good 
Roads Co. (D.C. Del. 1924), 2 F.2dge38 

Frost Ry. Supply Co. v. T. H. Syrimigraire 
Son (D.C. Md. 1938), 24 F.Supp. 20; 

Eskimo Pie Corporation v. National Ice Cream 
Co. (D.C.W.D. Ky. 1927), 20 F ZdaGeee 

DeCew v. Union Bag & Paper Corp. (D.C. 
N.J. 1944), 57 F.Supp. 388; 

Chance v. Lehigh Navigation Coal Company 
(D.C.E.D, Pa, 1938), 25 F Supp 

Howe v. Atwood (D.C.E.D. Mich. 1942), 47 F. 
Supp. 979. 
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Appellee asserts that Atlas Imperial Diesel Engine 
Goew, Lanova Corp. (D.C. Del. 1948), 79 E.Supp. 
HVO2, is authority for the proposition that because of 
the previous license agreement between the parties 
hereto, there is no federal jurisdiction in the present 
acuon. However, the complaint in the Atlas case 
sought an adjudication of an existing license agreement 
atid ot the patents set forth in the license agreement. 
Thus, the Atlas case was not a case arising under the 
patent laws, but rather was a case arising under the 
laws concerning contracts. 


ihespreset action 1s One arisinc under the patent 
laws. The terminated license agreement between the 
Parties does not change the nature of the action. 


Appellee asserts that Bowers Manufacturing Co., 
Inc. v. All-Steel Equipment, Inc. (9th Cir. 1960), 275 
F.2d 809, is authority for the proposition that because 
of the previous license agreement, Appellant is estopped 
to contest the validity of the patent in suit. 


The Bowers case involved a nonexclusive license con- 
cerning a patent which had already issued. The li- 
cense was entered into to avoid an infringement suit by 
the patent owner after exchange of correspondence con- 
cerning infringement of the patent. The license agree- 
ment had certain cancellation provisions. The licensee 
did not terminate the license in accordance with the 
provisions of the agreement. The licensee repudiated 
the agreement on the basis of failure of consideration. 
The court pointed out that the consideration for the 
nonexclusive license was essentially a shield from suit 
for infringement by the grantor, and hence the in- 
validity of the patent would not constitute failure of 
consideration for such a license. The court went on to 
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point out that the consideration for an exclusive license 
is the monopoly value of the patent, and hence invalidity 
of the patent would constitute failure of consideration 
for such a license. 


In the Bowers case the court held that the license 
agreement had not been terminated in accordance with 
its provisions, but rather had been repudiated by the 
licensee on the basis of failure of consideration. The 
court also held that invalidity of the issued patent which 
was the subject of the nonexclusive license could not 
constitute failure of consideration because the con- 
sideration was essentially abstention from suit for in- 
fringement by the patent owner. Accordingly, the 
court held that the nonexclusive licensee under such 
circumstances should not be allowed to contest the 
patent. 


In the present case the license agreement was termi- 
nated in accordance with the express provisions of the 
agreement. The consideration for the license agreement 
was “an exclusive license under all the claims of said 
Exhibits B” [Tr. 30], which Exhibit B is the applica- 
tion for the patent in suit. This agreement was sub- 
ject to certain conditions subsequent whereby the li- 
cense could become nonexclusive [Tr. 39-40]. 


The original consideration at the time of entering 
into the agreement of the present action was an exclu- 
sive license under the claims of an application for a 
patent. The claims in the application at the time of 
execution of the license agreement were never allowed 
and claims of a markedly ditferent type anewimeenac 
issued patent [Tr. 59-61]. Appellant terminated the 
agreement in accordance with its express provisions 
before the patent issued [Tr. 66]. 
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Thus, the Bowers case does not apply to the facts 
of the present case. There was an issued patent in the 
Bowers case, whereas in the present case there was 
merely an application for a patent with no allowed 
claims. The consideration in the Bowers case was a 
nonexclusive license entered into in order to avoid an 
infringement suit by the patent owner, whereas in the 
present case the original consideration was an exclusive 
license which could become nonexclusive upon the oc- 
currence of certain conditions. In the Bowers case 
the main consideration was the settling or comproniusing 
of threatened litigation, whereas in the present case 
the main consideration was an exclusive license which 
could later become nonexclusive. In the Bowers case 
the monopoly value of the patent was of no conse- 
Mmence to tie licersee, whereas in the present case the 
monopoly value was a primary part of the considera- 
tion. In the Bowers case the licensee did not terminate 
the license agreement in accordance with the provisions 
of the agreement, but rather the licensee repudiated 
the agreement, whereas in the present case Appellant 
terminated the agreement in accordance with its pro- 
visions. 


Accordingly, the doctrine of estoppel set forth in the 
Bowers case has no application to the facts of the 
iPeesent case. 


The California case of Del Riccio v. Photochart 
(1954), 124 Cal. App. 2d 301 is to the same effect 
@e the Bowers case. In the Dei Riccvo case the license 
agreement concerning the particular patent in issue 
was entered into in order to compromise existing litiga- 
tion between the parties. The court held that the non- 
exclusive licensee could not contest the licensed patent 
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because the consideration for the agreement was pri- 
marily the compromise of previously existing litigation 
between the parties concerning the patent. 


It should be noted that the California case of The 
Armstrong Company v. Shell Company of California 
(1929), 98 Cal. App. 769, was not noted in the Bowers 
decision. The Armstrong case includes an extensive 
review of the cases dealing with the doctrine of repudia- 
tion and arrives at a result contrary to that reached in 
the Bowers case because of a difference in the con- 
sideration for the license agreement. The Armstrong 
case held that after a repudiation of the license agree- 
ment, the nonexclusive licensee was not estopped to 
contest the validity of the patent which was the subject 
of the license because a license under a valid patent 
was the main consideration. The court noted that the 
license agreement did not contain any recital admitting 
the validity of the patent, but rather it contained a 
guaranty of validity by the patent owner. The court 
held that the licensee simply did not receive the only 
substantial thing for which it bargained because the 
patent was not valid, and held that the nonexclusive 
licensee was not estopped to contest the validity of the 
patent. 

In the present case, there is no recital admitting the 
validity of the patent in suit or admitting the validity 
of any of the claims which were presented in the appli- 
cation. In the present case, there is a representation 
and warranty by the licensor concerning validity. The 
license agreement states that “Adkins represents and 
warrants that to the best of his knowledge and belief 
he is the owner of the inventions covering the substan- 
tial claims as disclosed or intended to be disclosed in 
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the application for U. S. Patent for gyroscopes at- 
fiched hereto and hereafter referred to as Exhibit B” 


fate. 27). 


In the present case, Appellant asserts that it did not 
receive the only substantial thing for which it bar- 
gained because none of the substantial claims of the 
patent application had been allowed at the time the li- 
cense agreement was terminated. Appellant also asserts 
that the patent which ultimately issued contains none 
of the substantial claims and is invalid, and hence ap- 
pellant could never have received anything substantial 
even if the agreement had not been terminated. 


Thus, the factual situation of the present case with 
reference to the consideration for the agreement is very 
similar to that in the Armstrong case. In addition, 
the present case involves an exclusive license as the 
original consideration rather than a nonexclusive license 
as was involved in the Bowers case. 


VI 
Any Incidental Jurisdiction Which the State Court 
Has Over the Issues Concerning the Patent in 
Suit Is Secondary to the Original and Exclusive 
Jurisdiction of the District Court. 

Appellee asserts that because of the previous license 
agreement there is concurrent jurisdiction in the fed- 
eral and the state courts concerning the issues of valid- 
ity and scope of the patent, and that the state court 
should decide these issues. 


As discussed above, any jurisdiction which the state 
court may have concerning validity, infringement and 
enforceability of the patent is incidental, and the origi- 
nal and exclusive jurisdiction to finally resolve these 
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issues is in the Federal District Court by Act of Con- 
gress. 

In Lionel Corporation et al. v. De Filippis, et al 
(D.C. N.Y. 1935), 11 F. Supp. 712, the licensor granted 
an exclusive license and there was a dispute as to 
whether or not the license agreement had been termi- 
nated. The licensee brought a declaratory judgment ac- 
tion to have the patent adjudicated invalid, or if valid 
not infringed. The licensor contended that there was 
an action pending in the state courts which raised sub- 
stantially all of the issues raised by the Declaratory 
Judgment action and that the licensee was estopped 
from contesting the validity or infringement of the pat- 
ent. However, the court refused to dismiss the com- 
plaint on the basis of the pending state court action or 
on the basis of estoppel on the part of the licensee. The 
Colne starear 

“But whether the agreement was terminated as 
plaintiffs contend, or is in effect as defendants 
urge, the plaintiffs are not estopped from raising 
the issue of infringement. The real controversy 
between the parties is whether the toy boats are an 
infringement. That cannot be determined except 
under the patent laws. The issue is one which 
should be determined in the first instance by a 
Federal District Court.” 11 F. Supp. 7 12a 


This reasoning is in line with the reasoning of the 
Supreme Court as noted in the quiet title case of Lowry 
et al uv. Hert (6th Cir. 1923), 290 F. 876, The Court 
at page 878 listed the authorities for federal court juris- 
diction of infringement actions beginning with: 

“|, . the line of cases of which Healy yaiSea- 
gull Co., 237 U.S. 479, 35 Sup. Ct. 658s maar 
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1056, is the latest in the Supreme Court, and the 
lcelsior Co, v. Pacitic Co,, 185 Wis. 282, 22 
Sic Oe! 40 Ed. O10, and Henry vy Dick 
Soe 227 Se oe Sup, Cr 364d, 56 Ib.led, »Ons, 
Ann. Cas. 1913D, 880 (overruled but not on this 
point), are earlier examples in the same court 

They establish that where the suit is clearly 
and plainly one brought for infringement of pat- 
ent, and involving the issues usual in such cases, 
Pie wtact 1S not tatal, whether it appears by the 
bill or by the answer, that the defendant has had 
amlicense tinder tle) patent, and thai the matter of 
actual dispute between the parties is whether that 
MCense according to 11s terms, is still im torce, 
In these cases, it has been considered that the main 
and primary question is one of infringement, and 
that the question whether there is a license con- 
tinuing in force must be taken as a secondary 
and collateral dispute, however controlling it may 
THEM Olme i) De,” 


This same ruling on similar facts is found in the 
case of Chicago Metallic Mfg. Co. v. Edward Katzin- 
Gemeo, (7th Ci 194) 123° F 2d 516, in which» the 
District Court had dismissed a suit for a declaratory 
judgment upon defendants’ filing of an affidavit which 
set out the pendency of a state court proceeding in- 
volving royalties allegedly due the licensor for articles 
manufactured under a license. The Circuit Court ruled 
that although the granting of the remedy of a declara- 
tory judgment is discretionary, the mere pendency of a 
state court suit between the parties is not basis for re- 
fusing a declaratory judgment action. The determin- 
ing factor noted by the Circuit Court was whether or 
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not the issues in the action in the District Court and 
the state court were the same. In this regard, the 
Court held at pace 20: 

ee The principal question presented by the 
complaint in this case is the validity of the pat- 
ents. That question could not be litigated in the 
state court case, consequently, the parties are not 
able to procure a full and immediate adjudication 


of their rights.” 


Even if a state court judgment were in existence to- 
day, that judgment would not provide a full and im- 
mediate adjudication of the rights of the parties to this 
suit. Such a state court judgment would not be con- 
clusive or controlling in this action brought directly to 
adjudicate the invalidity, non-infringement and unen- 
forceability of a patent. Moreover, Appellee, at page 
18 of his brief, asserts that the state court could rule 
in his favor on either cause of action whether the pat- 
ent is valid or invalid. Thus, the validity of the pat- 
ent could be moot in the state action since it can be 
decided without reference to this point. On the other 
hand if the state court action is unsuccessful for Ap- 
pellee, he has threatened an infringement suit in the 
federal courts [Tr. 18]. Of course, it is equallyajoiim 
that a state court judgment could be framed in such 
a manner that even if Appellee were successful in the 
state court, Appellee could bring an infringement suit 
in a federal court. It is in just such a situation that 
the Declaratory Judgment act demonstrates its useful- 
ness by affording a prompt adjudication of the rights 
of parties which must otherwise await long delays in a 
state court action which cannot properly adjudicate 
rights arising under the patent laws. 
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Ince, J. Heme Co. v. Owens (9th Cir, 1951), 189 
F.2d 505 cited by Appellee, a state court had rendered 
a judgment and issued an injunction. A contempt 
action was brought in the state court action, and there- 
after the defendant sought, by a declaratory judgment 
action, an injunction in the federal court to restrain 
the contempt proceedings in the state court. Thus, in 
the Heins case the action was to enjoin the enforce- 
ment of the decision of a state court and of course that 
was not an action arising under the patent laws, as in 
the present case. 


Appellee cites Seagren v. Smith (1944), 63 Cal. App. 
2d 733 in support of his contention that there is con- 
current jurisdiction in the federal and the state courts. 
The Seagren case involved the assignment of an issued 
patent and a license giving the right to make, use and 
sell certain devices including any improvements made 
thereafter by the licensor. The licensee reassigned to 
the original owner all of the rights theretofore assigned 
and cancelled the agreement. However, he continued 
to manufacture and sell the devices which were the sub- 
ject of the license agreement. Under the facts of the 
Seagren case the court held that the licensee was ob- 
ligated to pay royalties upon the theory of implied 
contract. 


Thus, in the Seagren case the question was whether 
or not the state court had jurisdiction over an action 
based upon an implied contract. The validity, infringe- 
ment or enforcement of the patent were not made 
issues in the state court action and they were not 
placed directly in issue in a declaratory judgment action, 
as in the present case. 
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In United States v. Adamant Co. (9th Cir. 1952), 
197 F.2d 1, relied upon by Appellee, there was concur- 
rent jurisdiction but the case was not one in which 
the federal court had original and exclusive jurisdiction, 
as in the present case. 


Moreover, the California courts have fully recognized 
the distinction between concurrent jurisdiction in some 
situations, and cases of infringement in which the ex- 
clusive jurisdiction rests in the federal court. The case 
of Shores v. Chip Steak Co, (1955), 130 Cal. App. 2d 
620 recognized this distinction as defined in 28 U.S.C. 
§: 1333 (4) ab page 625. 

“The complaint at bar challenges defendants’ 
claims of valid trademark and valid United States 
patent. If this were an action for infringement 
of patent, the federal courts would have exclusive 
jurisdiction (21 C.J.S. p. 794 § 525; 40) Amaia 
p. 652, § 169). And plaintiff’s election to sue for 
declaratory judgment that he is not an infringer 
does not give the state court power to hear the 
case; the controversy remains one of exclusive fed- 
eral jurisdiction. (E. Edelmann & Co. v. Triple-A 
Specialty Co., 88 F.2d 852; Grip Nut Co. v. Sharp, 
124 F.2d 814; Lionel Corp. v. De Filippis, 11 F. 
Supp. 712, 716; Cheatham Elec. Switching Device 
Co. v. Kentdeky S. & S. Co., 213 Ky. 23u)288 
S.W. 469, 471].) The question of patent in- 
fringement cannot be litigated by either party in 
the state court. . . . The same would be true 
of copyright infringement if it were directly pre- 
sented. (Loew's, Inc. v. Superior Court, 18 Cal. 
2d 49 427 ism Zales ie) 
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“But a different situation exists in relation to 
federal trademarks. The state courts have con- 
current jurisdiction of such infringement cases.” 


A patent infringement question, as distinguished 
from a trademark infringement question, is involved in 
the present suit. This patent infringement question is 
one for the exclusive jurisdiction of the federal courts. 
Since it cannot be conclusively litigated in the state 
court, it of necessity cannot create a collateral estoppel. 


In the Lyons case, supra, Judge Hand explained why 

a state court ruling on an issue within exclusive federal 

jurisdiction cannot create a collateral estoppel in a fed- 

eral court. Jt was noted, writing in connection with 
the exercise of exclusive jurisdiction, that: 

“It should be taken to imply an immunity of 


their decisions of any prejudgment elsewhere, . . .” 
222 Heed 184 at leo) 


In Mach-Tronics, Incorporated v. The Honorable 
Alfonso J. Zirpolt, supra, this Court stated: 

“Tt has long been recognized that when a federal 

court is properly appealed to in a case over which 


it has by law jurisdiction, it is its duty to take 
such jurisdiction.” 316 F.2d 820, 828. 


This Court went on to consider the cases in which 
abstention is justified because of a pending state court 
action and concluded that abstention is not justified 
when the administration or enforcement of an Act of 
Congress is involved. This Court stated with reference 
to the anti-trust laws: 

“We think that here in any event the federal 
court must sooner or later determine the issues 


presented by the treble damage complaint.” 316 


F.2d 820, 830. 
kk OK ok OF 


ye 


ce 


the court cannot avoid a decision of 
that issue no matter what the state court decision 
may turn out to be.” 316 F.2d 820, 831. 


With reference to abstention on the basis of concur- 
rent jurisdiction and the possibility that it might be an 
estoppel, this Court stated: 

“But let us suppose that such a determination 
in a state court would operate as an estoppel. That 
in our view would constitute an additional reason 
for the respondent court to proceed without delay. 

| S16 Pedi 320.332. 


The patent laws are Acts of Congress, and the com- 
ments of this Court in the Mach-Tronics case concern- 
ing other Acts of Congress apply equally to the present 
case. 


Conclusion. 


This Court has jurisdiction over this application 
under 28 U.S.C. 1292, as well as under 26 UsSi@ lige 


The previous license agreement between the parties 
does not affect federal jurisdiction in this action which 
arises under the patent laws. 


The terminated license agreement between the parties 
under Appellee’s application for a patent does not estop 
Appellant from contesting the patent which ultimately 
issued after termination of the license agreement. 

The federal court has original and exclusive juris- 
diction over the present cause of action which is 
brought to determine the issues of validity, infringe- 
ment and enforceability of a patent. Any jurisdiction 
which the state court has over such issues is incidental, 
and any decision by the state court on these issues will 
not be binding upon the federal court. 
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It is requested that this Court promptly direct the 
District Court to remove the stay of all further pro- 
ceedings, and that this Court direct the District Court 
to proceed without delay to adjudicate the issues which 
have been entrusted to its original and exclusive juris- 
diction by Acts of Congress. 


Respectfully submitted, 


CHRISTIE, PARKER & HALE, 
By C. Russert HALe, 
Epwin L. Hartz, 


Attorneys for Appellant. 


Certificate. 

I certify that, in connection with the preparation of 
this brief, I have examined Rules 18 and 19 of the 
United States Court of Appeals for the Ninth Circuit, 
and that, in my opinion, the foregoing brief is in full 


compliance with those rules. 


C. RussELL Hale 


